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Every business encounters and creates risks that can threaten the profitability or even the 
viability of the business. Moreover, the resulting losses are not limited to a firm’s shareholders, 

directors and employees, but may be borne by the wider community as well.

It is imperative therefore that a business practices effective risk management: 

With respect to those risks that the business chooses to finance, two options are available: financing the risk using external mechanisms such as 
third-party (re)insurance companies, or internal mechanisms such as a captive insurance company.

This paper sets out the reasons why a company may choose the later option.
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The risk management process



A captive insurance company, in its purest form, is a company set up by its owner(s) primarily to insure the risks of its parent and/or subsidiaries.

A captive insurance company confers to its parent benefits which are both financial (the insured(s) receive any underwriting profits earned by the 
captive) and non-financial. See overleaf for more information on the benefits of a captive.
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What is a captive insurance company?
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The reasons for establishing a captive insurance company are linked to the nature of the parent firm(s) – its business activities, its geographical 
scope and its size, as well as its risk management strategy – and are therefore as diverse as the firms that establish them. 

some of the benefits of a captive insurance company include:

Improve claims handling

A captive insurance company may be able to facilitate faster or more flexible claims 
management and settlement procedures than a third party insurance company.

Reduce the cost of risk

Over the long term, using a captive insurance company for financing low- and medium-impact 
risks will be more efficient and less costly than using a commercial insurer.

Benefit from mutualisation

A captive insurance company allows its parent to benefit from mutualisation 
and diversification – combining non-correlated retained risks.

Obtain direct access of reinsurance market 

A captive insurance company enjoys a direct relationship with the 
reinsurance market, which may offer lower prices and greater choice.

Negotiate with brokers and other market participants

A captive can be used as a central underwriting and retrocession unit, 
using its parent(s)’ size as leverage with brokers and (re)insurers.
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benefits of a captive insurance company



Increase efficiency of risk management 

When a business is buying insurance from a commercial carrier, the benefits of 
making a successful claim are only loosely associated with the costs of increased 
premiums. However, when claims are being paid from a captive insurance 
company – i.e. by the business itself – the connection is far clearer.

The result is that the business becomes more focussed on effective risk 
management. A captive insurance company can promote greater awareness of 
the cause and cost of losses and therefore contribute to superior risk avoidance, 
control or reduction, as well as risk financing.

Businesses are often left no choice but to effectively self-insure risks because insurance is either unavailable at any 
price or at a price which is prohibitive to the business. Risks which fall into one of these categories are typically:

very specific in nature, which makes mutualisation difficult (e.g. natural catastrophes), or

poorly understood, which makes underwriting a challenge (e.g. cyber)

Moreover, where a business has one or more insurance policies in place, they will still be exposed to 
deductibles and exclusions. The self-insurance provided by a captive insurance company can fill these gaps.

Obtain coverage for unusual risk

CyberNatural catastrophes

More efficient 
risk management
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The final choice a risk manager will make in respect to the establishment of a captive insurance company is its domicile – the jurisdiction in which it 
is incorporated (and, often, tax resident) - but the choice remains an important one if the captive insurance company is to achieve its objectives and 
those of its parent(s).

Guernsey has a deserved reputation for continuous improvement. In the context of captive insurance, 
innovations great and small have helped the island win and maintain its position as a global leader.

In 1997, Guernsey introduced the world’s first cellular company legislation, which served as a catalyst 
for the island to become one of the world’s premier captive insurance domiciles.

Since then, smaller innovations have helped Guernsey maintain its competitive position, including: 

Once established, a captive insurance 
company will form an important part of its 
parent(s) risk management function. It is 
important therefore that its staff have the 
necessary expertise and experience.

Guernsey is home to both broker-owned 
and independent insurance managers, as 
well as actuaries, lawyers and auditors that 
support them. The industry’s long heritage 
also means there is a wealth of non-executive 
directors in the island.

Competition amongst insurance managers for business ensures good client outcomes - 
the cost of establishing and operating a captive insurance company in Guernsey remains 
internationally competitive.

Further, the regulatory environment found in Guernsey is considered very business-friendly: 

The Guernsey Financial Services Commission (GFSC) 
The GFSC conducts risk-based supervision, placing regulatory burdens on the 
licensee only so far as necessary.

Guernsey’s solvency regime 
Guernsey’s solvency regime is based on International Association of Insurance 
Supervisors (IAIS) core principals, which, unlike Solvency II, distinguishes between 
commercial and captive insurers.

Access to professionals

Culture of continuous improvement

Business-friendly environment

Allowing Guernsey captives to 
opt-out from irrelevant disclosures 

under International Financial 
Reporting Standards (IFRS) 103

Reducing the number of referrals 
to the GFSC on administrative matters, 
including changes of auditor, year-end, 

and payment of dividends

Allowing Guernsey captives to 
make intercompany loans to a 
sponsor while suffering only 

a small capital charge
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why guernsey?



Guernsey pioneered the concept 
of the PCC in 1997 – an innovation 
so successful it has been widely 

adopted elsewhere 

The insurance and risk management 
industry in Guernsey has its origins 

dating back to the 18th century and the 
first captive insurer was incorporated 

in the island in 1922

Guernsey has a basic rate of corporation 
tax of 0%, meaning that profits may 

accrue in a Guernsey-domiciled captive 
insurance company free of tax

Guernsey is in the same time zone as the 
United Kingdom and is therefore able to 
transact with both Hong Kong and New 

York in the same business day

Guernsey’s regulatory regime is 
based on International Association 

of Insurance Supervisors (IAIS) 
core principles 

Guernsey is home to experienced 
professionals and providers of legal, 

tax and accountancy services 

Guernsey is home to both 
broker-owned and independent 

insurance managers

Major insurance managers, 
including both broker-owned and 

independent managers, have 
offices and staff in Guernsey

From humble beginnings, Guernsey 
has grown to become the largest 

captive insurance domicile in Europe 
(and in the top five worldwide)
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